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Abstract
The introductory part of this paper offers a brief description of the main types of corporate decisions and the traditional approach 
to their coordination emerging from the development of the theory and practice of management in large corporations. Then a 
short analysis outlines the deficiencies in the usage of the traditional approach when holding out opportunities for small business 
growth. The disclosed difficulties in turn offer a challenge to seek for a “reverse” way to coordination of strategic and tactical 
financial decisions suitable for small companies. The purpose of this research is – based on a suitable example – to highlight and 
discuss important conceptual issues related to such an alternative approach.
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1. Introduction: Strategic and tactical decisions
The Bulgarian management theory and practice has a long tradition in classifying decisions placing the factor 
“time” in the foreground. As a result, decisions are classified as long-, medium- and short-term decisions1. In the 
developed economies, however, at least from the 1950s onwards, another criterion for classification of decisions is 
gaining popularity – the factor “significance” or “importance” a decision may have for the development of an 
* Corresponding author. Tel.: +359899104944.
E-mail address: epapazov@gmail.com
1 This practice dates back to the time of the centrally planned economy, when the country adopted and implemented long-range, five-year and 
annual plans. 
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organization. Following the latter, decisions are grouped using strategic, tactical and operational perspective 
(Papazov, 2009, p. 19).
Decisions that have the greatest importance for the development of an organization are strategic. According to the 
"father" of the strategic management Igor Ansoff “the outcome of a strategic activity is a combination of new 
products, markets and technologies developed by a company” (Ansoff, 1999, p. 51). These decisions are typically 
taken by the entrepreneurs or owners of the business organizations.
Ansoff’s definition should be understood in the way that at least one component of the strategic polygon must be 
new. Following this logic, the set of decisions within the parallelepiped shown in Figure 1 should not be counted to 
the strategic decisions. Conversely, the set of solutions outlined by the neighbouring cuboid (Figure 2) will be 
treated as strategic, because it includes decisions related to the introduction of a new technology.
Figure 1. A set of non-strategic decisions                                       Figure 2. A set of strategic decisions
The tactical decisions affect type, volume and structure of resources, which contribute for a chosen strategy to be 
implemented. They can be classified into two major groups – investment and financial decisions. As a rule, tactical 
decisions are a prerogative of the senior management. Therefore Ansoff calls them “managerial” (Ansoff, ibid, p. 
28).
Often tactical decisions are itemized in operational decisions, which relate to the optimization of the rate of return 
of an investment. Operational decisions contribute to the formulation of a plan for productive consumption of 
resources at functional levels. Responsible for taking this type of decisions are middle or lower level managers 
(Ansoff, ibid).
Of course, the structure of organizational decisions cannot be easily unified. Every organization has the right to 
structure its decisions as it thinks fit. The concrete type of strategic orientation will depend largely on the perceived 
degree of the differentiated uncertainty and risk stemming from the company’s environment (Mihaylova & Papazov, 
2012, p. 461).
However, two tendencies can be identified: First, the magnitude of a decision hierarchy depends on the size of 
the organizations. An extended version of such is typical for larger organizations. Larger organizations show 
normally a longer life-cycle of strategic planning (the principle stages on the example of the world-wide oil industry 
have been systematized by Grant, 2003). Secondly, the success of a chosen strategy depends on its method of 
implementation, in particular – from the way of alignment of the strategic and tactical decisions. This paper lays 
stress on conceptual issues related to using of alternative approaches to strategic and tactical decision coordination 
in companies with a different socio-economic profile.
2. The “normal” way to coordinate strategic and tactical decisions (in large businesses)
Large companies usually “run” several businesses. That is why their management practices two types of 
decisions: firstly, decisions connected with the use of financial instruments to regulate relations between the various 
entities of the company, and secondly, decisions determining direct actions of individual units on target markets, 
thus offering concrete products produced by specific technologies.
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To make decisions on the use of financial and regulatory instruments, the existing product-market structure 
should first be analysed using for example models like the product–market share matrix of the Boston Consulting 
Group or the business position–market attractiveness matrix of General Electric / McKinsey. Both instruments can 
be seen as an extension of the portfolio models in the financial management. The idea is to examine the product 
portfolio using two or more indicators and to find out the strong and weak business units, as well as those, whose 
business will stay in the growth or will move in the declining phase. The ultimately formulated common strategies 
rely to promotion (growth or retention) of dynamic units with lucrative market positions or to withdrawal from 
businesses doomed to decay (harvesting).
Strategies are implemented on the basis of organizational changes, among which the most notable are:
• the formation of an investment centre;
• establishing of strategic business units (SBU) as profit centres;
• optimization of the investment costs (when the cash-generating unit has developed multiple projects with 
positive net present value);
• strict control over the use of funds from the company-wide budget.
In addition to the efforts typical for the corporate level, each strategic business (SBU) unit establishes its strategy 
envisaging a combination of product, market and technology that will be implemented. According to Michael Porter 
generic strategies at this level are the cost leadership and the differentiation strategy. For a SBU to be successful, it 
should orient itself to one of the two generic strategies and to pursue them consistently. If this is not possible, a 
focus on a specific niche should be sought (Porter, 1980).
Growth strategies are justified relatively easily. On the one hand, in developed economies large companies are 
usually public companies, i.e. they are able to finance their activities over the stock exchange. On the other hand, 
large companies receive significantly easier backing from financial institutions: upon presentation of a convincing 
business plan each bank will be happy to support financially such an undertaking. Therefore, if there is a perfect 
combination of new products, markets and technology, the tactical questions and the following operating ones are 
solved much easier.
3. The “reversed” way to coordinate strategic and tactical decisions (for small businesses)
Smaller (independent) companies are not able to combine different generic strategies, as the large ones, i.e. 
smaller firms should orient themselves to one of the above mentioned options – growth, retention or harvesting. In 
particular, a strategy of growth is accompanied by a choice of a target market with a subsequent focusing. In this 
sense, small businesses operate to a larger extend under the conditions of limited strategic potential.
The greater the specialization of the small businesses, the larger the anticipated risk. The outcome is a restricted 
attraction of credit resources. Bulgarian banks for example do not offer loans based purely on a business plan; they 
require enough first-class securities. Moreover, some mechanisms for external funding (like the stock exchange) are 
not applicable to small businesses due to legal limitations (in Bulgaria only joint-stock companies are allowed to go 
public). All this affects the ability of small companies to realize investment and financial activities.
For these reasons, the pattern of coordination of strategic and tactical decisions for a small business has to be 
“reversed”. Large firms, based on a chosen strategy, make an estimate of the free cash flows for a foreseeable 
period, discount them at the weighted average cost of capital and compare the capitalized amount with the required 
investment (for further details, see Papazov, 2007, p.p. 156-157). If the resulting net present value is positive, then 
the project (and hence the strategy) is realized.
Conversely, smaller companies are forced to comply with its limited financial resources, which often is a result 
from the inadequate collateral available. Experience shows that on average only about 50% of the value of the 
property of a small company can serve as warranty against borrowings. Limited access to finance, in turn, reduces 
investment and provokes subsequent adjustments of the initially determined performance objectives.
The limited space of a conference paper makes it difficult to perform a detailed comparative analysis of the 
coordination aspects concerning the strategic and tactical decisions in different types of business. That is why, a 
relatively simple situation will be used to highlight the main problem. (A more detailed model can be found in Ross 
et al., 2003, p.p. 126-148)
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Take for example the following situation. Two companies of different socioeconomic type (large and small, as 
defined by the European Commission, 2003), but with similar initial production and resource structure
2, aim to expand their businesses through launching a new product line to the market. Studying carefully the market 
characteristics, the companies identify the growth rate of the product demand and the market potential of the 
existing competitors to meet the required supply3. As a result of the analysis, the amount (or percentage) with which 
the companies can intervene on the new market is determined. If the calculated volumes are as efficient as required 
by the production technology, the companies can proceed with the justification of the investment and financial 
decisions.
Let us assume that as a result the envisaged strategy both companies (the large and the small one) have the 
opportunity to increase sales in tn as compared to the previous period t0 by 30 percent – from 2 000 to 2 600 
(million, respectively thousand) monetary units (MU). Provided that proportionate investments in working capital 
and fixed assets are necessary to support this amount of growth, and turnover ratios like the net working 
capital/sales and the long-term assets/sales will remain 10%, respectively 40% for the reporting period, then the 
volume of necessary investments will amount to 300 (million, resp. thousand) MU, i.e. the total assets will increase 
from 1000 to 1300 (million, resp. thousand) MU. (See table 1.)
Table 1. Coordination between strategic and tactical financial decisions under different types of business. Measure: 
Monetary units (MU)
Period 0 n Period 0 nIndicator AEFN1 LF2 SF3 Indicator AEFN1 LF2 SF3
Assumed growth rate - 30% 29.7% 12% Plowback ratio 10% 10% 10% 10%
Interest rate 10.0% 10.0% 10.0% 10.0% Net working capital/Revenues 10% 10% 10% 10%
Tax rate 10.0% 10.0% 10.0% 10.0% Long-term assets/Revenues 40% 40% 40% 40%
Income statement Balance sheet
Revenues 2000 2600 2594 2238 Net working capital 200 260 260 260
Operating cost 1800 2340 2334 2015 Long-term assets 800 1040 1037 895
EBIT 200 260 259 224 Total assets 1000 1300 1297 1155
Interest expense 40 40 68 54 Debt & liabilities 400 400 680 540
Earnings before taxes 160 220 192 170 Shareholders' equity 600 620 617 615
Tax expenses 16 22 19 17 Total liabilities and equity 1000 1020 1297 1155
Net income 144 198 172 153 AEFN1 0 280 0 0
Retained earnings 14 20 17 15 Return on equity 24.0%
27.9
%
24.9
%
       Notes: 1 Additional external financing needed (in: million MU for the large and thousand MU for the small firm)
                  2 Large firm (in million MU)
                  3 Small firm (in thousand MU)
If operating costs amount to 10% of the revenue and are changing proportionally in the different periods of time, 
then presuming an interest rate and a tax rate of 10%, the generated profit for the period and other variables required 
for investment justification (e.g. the free cash flow) can be calculated. If a sufficiently long period for the 
implementation of the activities is envisaged and the attributable net present value from the investment appears to be 
positive, then the project will be considered profitable.
Given that 90% of the generated profits of the company are distributed as dividends and the rest 10% are plowed 
back in the business, the necessary external financing for the first year will total 280 million, respectively thousand 
MU. A large company will have no particular problem to provide the money required – either through an increase in 
equity (for example over the stock exchange) or through increased borrowing or through a combination between 
equity and borrowed funds. In the example the overall additional external financing needed by the large company is 
covered by new debts and liabilities (in million MU).
2 Thus both companies differ in the size but not in the quality of their initial activities.
3 For example, by examining the competitors’ profiles or their affiliation to larger structural units; the impact of the market type on the eventual 
redistribution of supply, etc. For further details, see: Georgiev, 1995, p.p. 75-83.
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4. Conclusions
Small businesses typically have limited ability to mobilize own or attracted funds:
• Profits are usually sufficient only to support the owners’ living and can contribute little to the self-financing 
of the small company’s activities. 
• Access to public provision of equity over the stock exchange is rear.
• Financial institutions lend money to the small business after securing sufficient collateral, which small 
companies usually do not possess. Thus often the credibility does not allow the small company to get the required 
financial resources in full volume5
• The government support for innovations and development in SMEs is not sufficient6.
In the absence of alternative sources of capital the outcome for the small business is only one: to comply with the 
financial realities and to reduce its projected growth rate. So, instead of 30% growth in the period t0-tn the small 
FRPSDQ\ZLOO KDYH WR FRQWHQW LWVHOIZLWK ɚ JURZWK UDWH DQGɚSHUFHQWDJHSRLQWV ORZHU UHWXUQRQ HTXLW\ DV
opposed to the large firm.
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